The Accounting Officer 
Mr. M. J. Mathenjwa 
Abaquiusi Municipality 
P. O. Box 57 

VRYHEID 

3100 

Date 19 November 2008 

Reference: 21461REG07/08 


Dear Sir 

MANAGEMENT REPORT ON THE REGULARITY AUDIT AND THE AUDIT OF PERFORMANCE 

INFORMATION OF ABAQULUSI MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2008 

INTRODUCTION 

1. We have completed the audit of the financial statements of Abaquiusi Municipality for the year 
ended 30 June 2008. This management report is provided to the accounting officer and 
communicates any matters that came to our attention during the audit which, in our opinion, are 
relevant to the municipality. 

AUDITOR’S RESPONSIBILITY 

2. Our responsibility is to express an opinion on the financial statements and to report on findings 
related to our review of performance information. 

3. Our audit was conducted in accordance with the International Standards on Auditing read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008. 

4. The auditing standards require us to plan and perform the audit as well as to obtain all the 
information and explanations that we consider necessary in order to obtain reasonable 
assurance that the financial statements are free of material misstatements, whether caused by 
fraud or error. This involves performing procedures to obtain assurance about the amounts and 
disclosures in the financial statements. 

5. The procedures selected depend on our judgement, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error. In making 
those risk assessments we consider the internal controls relevant to the preparation and 
presentation of the financial statements. Our audit also includes evaluating the appropriateness 
of the accounting policies and the reasonableness of the accounting estimates made by 
management, as well as the overall presentation of the financial statements. 

6. We do not examine every transaction, nor do we guarantee complete accuracy of the financial 
statements or performance information, or compliance with all applicable legislation. Because 
of the test nature and other inherent limitations of an audit, together with the inherent limitations 
of any information and internal control systems, there is an unavoidable risk that some, even 
material, misstatements might remain undiscovered. 
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7. In addition to our responsibility to express an opinion on the financial statements, we have also 
performed procedures of an audit nature to obtain evidence about the performance information 
and related systems, processes and procedures. The procedures selected depend on our 
judgement. 

8. Our audit report arising from the annual audit will also contain an elaboration on non- 
compliance with any applicable legislation relating to financial matters, financial management 
and other related matters. 

9. In addition, we will read other information accompanying the financial statements to determine 
whether there are material inconsistencies between the audited financial statements and the 
other information. 

RESPONSIBILITY OF THE ACCOUNTING OFFICER 

10. The responsibility for the preparation of financial statements that fairly present the financial 
position, financial performance and cash flows of the municipality in accordance with the 
applicable basis of accounting is that of the accounting officer. Our audit report will explain that 
the accounting officer is responsible for the fair presentation of the financial statements in 
accordance with the applicable financial reporting framework. This responsibility includes: 

• designing, implementing and maintaining internal controls relevant to the preparation of 
financial statements that are free from misstatement, whether due to fraud or error 

• selecting and applying appropriate accounting policies 

• making accounting estimates that are appropriate in the circumstances. 

11. In addition, the accounting officer is responsible for ensuring, through oversight of 
management, that the municipality establishes and maintains internal control to provide 
reasonable assurance with regard to the effectiveness and efficiency of operations and 
compliance with applicable legislation. The systems of financial and risk management and 
internal control should provide reasonable assurance that adopted policies and prescribed 
procedures are adhered to for the prevention and detection of errors and irregularities, 
including fraud and illegal acts. They should also provide for the regular monitoring of 
performance against objectives, and ensure that waste is minimised and business is conducted 
with due regard to probity. 

12. The financial statements, maintenance of effective control measures and compliance with any 
applicable legislation are the responsibility of the accounting officer. 

13. Furthermore it is the responsibility of the accounting officer to provide us with: 

• all information, such as records and documentation, and other matters that are relevant to 
the preparation and presentation of the financial statements 

• any additional documentation that we may request from management and, where 
appropriate, those charged with governance 

• unrestricted access to those within the entity from whom we determine it necessary to 
obtain audit evidence. 

14. The accounting officer also has specific responsibilities as legislated in the Local Government: 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) to report information 
related to performance against predetermined objectives. 
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SIGNIFICANT FINDINGS FROM THE AUDIT 


Restatement of corresponding figures 

15. As disclosed in note 23 to the financial statements, the corresponding figures for 
30 June 2007 have been restated as a result of an error discovered during the year ending 30 
June 2008 in the financial statements of the Abaquiusi Municipality at, and for the year ended 
30 June 2007. 

Non-compliance with applicable legislation 

Municipal Financial Management Act 

16. The 2007-2008 budget submitted to Provincial Treasury was not presented in the prescribed 
format, as required by section 17. 

17. The 2006-2007 annual report was not submitted and tabled within seven months from year- 
end, as required by section 127. 

18. The 2006-2007 annual report did not contain all the necessary information, as required by 
section 121. 

Division of Revenue Act 

19. Signed returns on conditional grant spending have not been submitted to the Provincial 
Treasury in terms of sections 12(l)(b) and 12(4) of DoRA and section 71(5). 

Matters of governance 

20. The MFMA tasks the accounting officer with a number of responsibilities concerning financial 
and risk management and internal control. Fundamental to achieving this is the implementation 
of certain key governance responsibilities, which we have assessed as follows: 


No. 

Matters of governance 

Yes 

No 


Audit committee 



1(a) 

The municipality had an audit committee in operation throughout 
the financial year. 



1(b) 

The audit committee operates in accordance with approved written 
terms of reference. 



1(c) 

The audit committee substantially fulfilled its responsibilities for the 
year, as set out in section 166(2) of the MFMA. 




Internal audit 



2(a) 

The municipality had an internal audit function in operation 
throughout the financial year. 



2(b) 

The internal audit function operates in terms of an approved 
internal audit plan. 



2(c) 

The internal audit function substantially fulfilled its responsibilities 
for the year, as set out in section 165(2) of the MFMA. 




Other matters of governance 



3 

The annual financial statements were submitted for audit as per the 
legislated deadlines in Section 126 of the MFMA. 



4 

The annual report was submitted for the auditor for consideration 
prior to the date of the auditor’s report. 



5 

The financial statements submitted for audit were not subject to 
any material amendments resulting from the audit. 



6 

No significant difficulties were experienced during the audit 
concerning delays or the unavailability of expected information 
and/or the unavailability of senior management. 



7 

The prior year's external audit recommendations have been 
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No. 

Matters of governance 

Yes 

No 


substantially implemented. 



8 

There are documented policies and procedures and control 
systems to ensure the reliability of financial reporting. 



9 

There are documented policies and procedures and control 
systems to ensure compliance with applicable laws and 
regulations. 



10 

The information systems were appropriate to facilitate the 
preparation of financial statements that are free from material 
misstatement. 



11 

Delegations of responsibilities are in place. 



12 

Supply chain management policies and procedures were 
appropriately applied. 



13 

There is a functioning performance management system. 



14 

Based on the available information, performance bonuses are only 
paid after proper assessment and approval by those charged with 
governance. 




Implementation of Standards of Generally Recognised 
Accounting Practice (GRAP) 



15 

The municipality submitted an implementation plan, detailing 
progress towards full compliance with GRAP, to the National 
Treasury and the relevant provincial treasury before 30 October 
2007. 



16 

The municipality substantially complied with the implementation 
plan it submitted to the National Treasury and the relevant 
provincial treasury before 30 October 2007, detailing its progress 
towards full compliance with GRAP. 



17 

The municipality submitted an implementation plan, detailing 
further progress towards full compliance with GRAP, to the 
National Treasury and the relevant provincial treasury before 
31 March 2008. 




Misstatements in the financial statements submitted for audit on 30 August 2008 

Material misstatements corrected that were not initially identified by the entity’s control systems 

21. The financial statements, approved by the accounting officer and submitted for audit on 
30 August 2008, have been significantly revised in respect of the following misstatements 
identified during the audit: 

• As a result of incorrect classification of councillors allowance, salaries, wages and 
allowance was understated in the financial statements by R7 882 426 and general 
expenditure overstated by the said amount 

• The opening balance of grants as disclosed in note XX to the financial statements was 
incorrectly recorded, resulting in an overstatement of R658 616. 

• Redemption of internal advance was not recorded in the financial statement resulting in 
funds being overstated by RIO 855 049. 

Performance information 

The following non-compliance was noted with regard to performance information: 

Content of integrated development plan 

22. The integrated development plan of the Abaquiusi Municipality for 2007-2008 did not include 
the key performance indicators and performance targets determined in terms of its 
performance management system, as required by section 26(i) of the MSA. 
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Existence and functioning of a performance audit committee 

23. The Abaquiusi Municipality did not appoint and budget for a performance audit committee, 
neither was another audit committee utilised as the performance audit committee, as required 
by paragraph 14(2)(a) of the Local Government: Municipal Planning and Performance 
Management Regulations, 2001, as published in Government Gazette No. 28895 dated 31 
May 2006. 

Internal auditing of performance measurements 

24. The Abaquiusi Municipality did not develop and implement mechanisms, systems and 
processes for auditing the results of performance measurement as part of its internal audit 
processes, as required by section 45 of the MSA. 

Performance information not received in time 

25. The financial statements submitted for auditing did not include a report on the performance of 
the municipality, as required by General Notice 616 as published In Government Gazette No. 
31057 dated 15 May 2008, read with section 46 of the MSA. 

Investigations 

26. An investigation was conducted into alleged irregularities in the awarding of two contracts by 
the municipality. The investigation has been finalised and a report has been submitted to the 
Municipal Manager for tabling to the council. 


RATINGS OF DETAILED AUDIT FINDINGS 

27. For the purposes of this report, the detailed audit findings included in annexures A to C have 
been classified as follows: 

• Matters to be included in the audit report 

These matters should be addressed as a matter of urgency. 

• Other important matters - deficiencies that could adversely affect the entity’s ability to 
initiate record, process and report financial data consistent with the assertions of 
management on the financial statements and in accordance with the applicable basis of 
accounting. Unacceptable risk that errors and irregularities may occur that will not be 
prevented or detected by the internal controls in good time. 

These matters should be addressed within the next 12 months. 

• Administrative matters - non-material non-compliance with applicable legislation, or 
misstatements in the financial statements that are unlikely to affect the decisions of a user 
and do not affect the financial statements as a whole, or opportunities for improvement, or 
other matters of governance interest. 

These matters should be addressed at the discretion of the entity. 

Failure to address matters reported in a particular category may result in the matter being rated 
as more significant in the next financial year. 
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APPRECIATION 


28. We would like to express our appreciation for the courtesy extended and assistance rendered 
by the staff of the Abaquiusi Municipality during the audit. 

Yours sincerely 


Business Executive: KZN 


Enquiries: 

Telephone: 

Fax: 

Email: 


Jonathan Soobramoney 
(033) 264 7400 
(033) 264 7596 
johnnys@agsa.co.za 


Distribution: 

MM 

CFO 

Audit committee chair 
Head of internal audit 
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SUMMARY OF AUDIT FINDINGS 


Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 

previous years 

In which years 
was it reported 

Qualificati 

on 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsib 

ilities 

2006/07 

2005/06 

2004/05 

Compliance with legislation (non-AFS) 

9. 

Ineffective Audit Committee 

Compliance 

(Non-AFS) 

Risk 

assessment 







Yes 




10. 

Internal audit plan not approved 

Compliance 

(Non-AFS) 

Risk 

assessment 







Yes 




10. 

Budget discrepancies 

Compliance 

(Non-AFS) 

Control 

Activities 







No 




11. 

Annual report not tabled timeously 

Compliance 

(Non-AFS) 

Control 

Activities 







No 




12. 

Completeness of annual report 

Compliance 

(Non-AFS) 

Control 

Activities 







No 




12. 

DoRA reporting 

Compliance 

(Non-AFS) 

Control 

Activities 







No 




Performance information 

13. 

Performance Audit Committee not appointed 

Performance 

information 

Risk 

assessment 







Yes 

✓ 



13. 

Performance information not received timeously 

Performance 

information 

Control 

activities 







Yes 

✓ 



14. 

Content of the integrated development plan 

Performance 

information 

Control 

activities 







No 




15. 

Internal auditing of performance measurement 

Performance 

information 

Control 

environment 







No 




16. 

Performance management system not adopted or 
implemented 

Performance 

information 

Control 

environment 





✓ 


Yes 

✓ 



Employee Costs 

16. 

No UIF deducted form Councillors 

Compliance 

Control 







No 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 

previous years 

In which years 
was it reported 

Quaiificati 

on 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsib 

iiities 

2006/07 

2005/06 

2004/05 



(Non-AFS) 

Activities 











17. 

Leave non-compliance 

Compliance 

(Non-AFS) 

Control 

environment 





✓ 


Yes 




19. 

Overtime discrepancies 

Compliance 
and financial 

Control 

Activities 







No 




Internal control 

21. 

Policies not in place 

Control 

Control 

environment 







No 




Performance information 

22. 

Policies and procedures on performance 

Control 

Control 

environment 







No 




Empioyee costs 

22. 

Leave approved after taken 

Control 

Control 

Activities 







No 




Inventory 

23. 

Inventory discrepancies 

Control and 

financial 

Control 

Activities 







Yes 

✓ 



Statutory funds, provision and reserves 

24. 

Statutory funds, provision and reserves 

Financial 

Risk 

assessment 





✓ 


Yes 

✓ 




8 




ANNEXURE A 

MATTERS AFFECTING THE AUDIT REPORT 
AUDIT REPORT: OTHER MATTERS 

1. Ineffective Audit Committee 

Audit finding 

The following discrepancies were noted with regard to Audit Committee: 

• Through inspection of the Audit Committee minutes, it was noted that only one Audit 
Committee meeting was held during the financial year, which is in contravention with 
section 166 (4) (b) of the MFMA. 

• Based on the assessment performed, it was noted that the Audit Committee comprises of 
on two members, which is in contravention with section 166 (4) (a) of the MFMA. 

• Furthermore, we could not verify the terms of the engagement of the Audit Committee as 
there was no charter submitted for audit purposes. 

Root cause 

Management has not specified the financial reporting objectives with sufficient clarity and criteria to 
enable the identification of risks to reliable financial reporting. 

Risk 

The lack of effective governance and oversight mechanisms increases the impetus for fraud, errors 
and misstatements. In addition, management may not be made aware of deficiencies in processes 
and systems thus impacting on the well-being of the entity and achievement of service delivery 
objectives. 

Recommendation 

As part of the shared services the management of the municipality are required to appoint one of 
the members to the Audit Committee, who is not an employee of the municipality. The Audit 
Committee should be constituted by members who are able to add value and strengthen the 
governance within the entity. Moreover, the Council should assess the effectiveness of the Audit 
Committee in discharging its mandate as required by the MFMA. 

Management Comments 

The Chief Financial Officer joined the municipality in September 2007 and found that the 
municipality entered into a Shared Service for the Audit Committee and Internal Audit. Despite 
many attempts to obtain a signed copy of this agreement from the Zululand District Municipality, 
nothing has yet materialised. It has come to this municipality’s attention that the Zululand District 
Municipality has only appointed two audit committee members. An advertisement was placed for 
the appointment of an Audit Committee member for Abaquiusi The applications were received and 
were evaluated, but no appointment was made. The applications submitted were not suitable and 
the matter was left in abeyance. The municipality has once again advertised for additional audit 
committee members and it is hoped that by November 2008 a full committee will be in place. 

A draft audit charter was located in the file but it appears that this has not yet been adopted by the 
Abaquiusi Council. An Audit and Internal audit charter will be submitted to Council for adoption 
before the end of October 2008. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 
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2. Internal audit plan not approved 
Audit finding 

Section 165 of the MFMA was not adhered to, as evidenced by the following findings: 

• Annual internal audit plan was not approved by the Audit Committee 

• Internal audit charter was not approved by the Audit Committee during the year under 
review. 

• Quarterly reports were not submitted or presented to the audit committee. 

Root cause 

Management has not specified the financial reporting objectives with sufficient clarity and criteria to 
enable the identification of risks to reliable financial reporting. 

Risk 

The lack of adequate governance structures creates an environment which is susceptible to 
fraudulent reporting and misstatement. 

Recommendation 

Management needs to ensure that adequate mechanisms are in place. 

Management Comments 

The annual internal plan was not approved by the Audit Committee but only by the Municipal 
Manager. In future the Annual Audit Plan will be submitted and approved by the Audit Committee. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 


3. Budget discrepancies 
Audit finding 

The 2007-2008 budget that submitted to Provincial Treasury was not presented in a format 
required in terms of section 17 MFMA. The following annexures to the budget were not attached: 

a) Budget related resolutions. 

b) Mayoral budget speech. 

c) Budget expenditure Summary. 

d) Budget schedule (operating and capital) 

e) Funding the budget (including fiscal overview and sources of funding) 

Root cause 

Management has not specified the financial reporting objectives with sufficient clarity and criteria to 
enable the identification of risks to reliable financial reporting. 
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Risk 


Critical information, which is required by bodies for decision-making and compliance purposes, is 
not disclosed as legislated. 

Recommendation 

The relevant reporting to council and treasury should take place to ensure compliance with the 
applicable legislation and achievement of financial reporting objectives. 

Management response 

Unfortunately the draft budget was only tabled to Council on 4 April 2007. However, the 
municipality did comply with MFMA for 2007/2008. This matter was rectified in the 2008/2009 
financial year. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 


4. Annual report not tabled timeously 
Audit finding 

Section 127 of the MFMA requires that management table the prior year annual report with the 
Council for approval by seven months after the end of the financial year. The inspection of Council 
minutes indicated that the 2006-2007 annual report was tabled to 26 February 2008 for approval. 

Root cause 

Management has not implemented controls to ensure compliance to legislature. 

Risk 

• Pertinent information is not made available to stakeholders. 

• Applicable laws and regulations are not complied with. 

Recommendation 

Management should implement controls to ensure full compliance to the legislature. 

Management response 

The Annual report was tabled to the Executive Committee in January 2008. However, the report 
was only tabled before Council in February 2008. This provision will be adhered to in the future. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 


11 



5. Completeness of annual report 
Audit finding 

The inspection of the 2006/2007 annual report indicated that the annual report did not contain 
complete information as required by section 121(3) of the MFMA. 

Root cause 

The entity's organisational structure does not address areas of responsibility and establish lines of 
reporting in order to support effective internal control over financial reporting. 

Risk 

• Pertinent information is not made available to stakeholders. 

• Applicable laws and regulations are not complied with. 

Recommendation 

All required information should be completed and included on the annual report to ensure 
compliance with section 109 of the MSA. 

Management response 

As this was the first time that the municipality submitted an Annual report, it was not fully aware of 
all the requirements attached thereto. In future, adherence to section 109 of the Municipal Systems 
Act will be ensured. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 


6. DoRA reporting 
Audit finding 

Management have not submitted the signed returns on conditional grant spending to the Provincial 
Treasury in terms of sections 12(l)(b) and 12(4) of DoRA and section 71(5) of the MFMA. 

Root cause 

Management has not specified the financial reporting objectives with sufficient clarity and criteria to 
enable the identification of risks to reliable financial reporting. 

Risk 

• Above mentioned section have not been complied with. 

• Funds could be withheld if required legislative reporting is not done, thus impacting on service 
delivery. 

Recommendation 

All DoRA reporting requirements should be met. A standard checklist should be developed for 
reporting, which should be independently reviewed and monitored. 
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Management response 


All reports as required by section 31(2) of DORA will submit timeously to National and Provincial 
Treasury during 2008/9 financial year. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 


7. Performance Audit Committee not appointed 
Audit finding 

The Abaquiusi municipality did not appoint and budget for a performance audit committee, neither 
was another audit committee utilised as the performance audit committee, as required by 
paragraph 14(2)(a) of the Local Government: Municipal Planning and Performance Management 
Regulations, 2001, as published in Government Gazette No. 28895 dated 31 May 2006. 

Root cause 

The entity does not identify risks to the achievement of financial reporting objectives. 

Risk 

The control environment is weakened due to the failure by management to adequately address 
inefficiencies in the governance structures. 


Recommendation 

Committees charged with governance should be established in order to assist management with 
governance issues of the municipality. 

Management Comments 

A current Audit Committee will be used for performance duties during 2008/09 financial year. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 


8. Performance information not received timeously 
Audit finding 

The financial statements submitted for auditing did not include a report on the performance of the 
municipality, as required by General Notice 616 as published in Government Gazette No. 31057 
dated 15 May 2008, read with section 46 of the MSA. 

Root cause 

Policies related to reliable financial reporting are not established and communicated throughout the 
entity, and do not have corresponding procedures that result in management directives being 
carried out. 
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Risk 


• The financial statements are not complete, in that, they did not include the performance 
information. 

• Users may not be able to assess the extent to which the municipality had complied with its 
service delivery requirements, if performance is not reported upon. 

Recommendation 

The relevant legislative provisions should be adhered to in order to enhance the accurate and 
complete disclosure of financial and non-financial information. 

Management response 

The final performance report for 2007/08 will be included in the annual report on performance 
against the predetermined development priorities and objectives. 


Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 


9. Content of integrated development plan 
Audit finding 

The integrated development plan of the Abaquiusi Municipality for 2007-2008 did not include the 
key performance indicators and performance targets determined in terms of its performance 
management system, as required by section 26(i) of the MSA. 

Root cause 

Policies related to reliable financial reporting are not established and communicated throughout the 
entity and do not have corresponding procedures that result in management directives being 
carried out. 

Risk 

• It is not possible to ascertain whether the development priorities and objectives as indicated in 
the IDP are being achieved, due to the absence of a unit of measurement thereof. 

• National, provincial and local government initiatives may not be attained. 

Recommendation 

Chapter 6 of the MSA on performance measurement should be adhered to and policies and 
procedures should be developed, approved and implemented to enhance compliance. 

Management response 

The IDP for 2008/09 will be amended to include the key performance indicators and performance 
targets in terms of the Performance management system. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 
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10. Internal auditing of performance measurement 
Audit finding 

The Abaquiusi Municipality did not develop and implement mechanisms, systems and processes 
for auditing the results of performance measurement as part of its internal audit processes, as 
required by section 45 of the MSA 

Root cause 

Management and employees are not assigned appropriate levels of authority and responsibility to 
ensure that they understand how and for what they are accountable to facilitate effective internal 
control over financial reporting. 

Risk 

The municipality may not have proper mechanisms to assess whether it is achieving its service 
delivery initiatives as planned. 

Recommendation 

Management should ensure that the results of performance measurement are audited internally on 
an annual basis as legislated by section 45(l)(c)(a) of the MSA. 

Management response 

The municipality will ensure that mechanisms, systems and processes will be developed for 
auditing the results of performance measurement as part of the internal audit processes for the 
2008/09 financial year. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 
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ANNEXURE B 


OTHER IMPORTANT MATTERS 

11. Performance management system not adopted or implemented 
Audit finding 

The Performance Management System had not been established, adopted or implemented as 
required by section 39 of the Municipal Systems Act during the year under review. 

Root cause 

Policies related to reliable financial reporting are not established and communicated throughout the 
entity and do not have corresponding procedures that result in management directives being 
carried out. 

Risk 

• It is not possible to ascertain whether the development priorities and objectives as indicated in 
the IDP are being achieved, due to the absence of a unit of measurement thereof. 

• National, provincial and local government initiatives may not be attained. 

Recommendation 

Chapter 6 of the MSA on performance measurement should be adhered to and policies and 
procedures should be developed, approved and implemented to enhance compliance. 

Management response 

The Performance Management System was established during 2007/2008, but only adopted in 
2008 and will be implemented in stages during 2008/2009 and once the job evaluation process has 
been completed. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 


12. No UIF deducted from the Councillors 
Audit finding 

Section 5 of the Unemployment Insurance Contributions Act, 2002 (Act No. 4 of 2002) (“the 
Contributions Act”) provides as follows: 

• Every employer and every employee to whom this Act applies must, on a monthly basis, 
contribute to the Unemployment Insurance Fund. 

• The contributions must be paid by the employer either to the Commissioner in terms of section 
8 or to the Unemployment Insurance Commissioner in terms of section 9, whichever is 
applicable to the particular employer.” 

If staff members of the provincial legislatures and municipal councils are appointed as officers or 
employees as defined in the Public Service Act, they are excluded from the provisions of the 
Contributions Act, and neither they nor their employers are liable to contribute to the UIF. 

With regard to elected members of municipal councils, they are not excluded from the provisions of the 
Contributions Act. These persons are elected and not appointed and receive remuneration in respect 
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of services rendered and do not fall within the exclusions of certain classes of employees contained in 
section 4 of the Contributions Act. 

Therefore elected members of municipal councils are liable to contribute to the unemployment 
insurance fund from the date of inception of the applicable legislation. 

Having regard to the discussion above, it was noted that councillors and the municipality did not make 
any contributions to the unemployment insurance fund. Consequently the required legislative 
provisions were transgressed. 

Root cause 

Management has not specified the financial reporting objectives with sufficient clarity and criteria to 
enable the identification of risks to reliable financial reporting. 

Risk 

• The municipality could be liable for interest and penalties arising from the non-declaration of 
payments. 

• Salary costs recorded in the financial statements have been understated 

• Employees could dispute with the municipality due to the failure to inform them about the 
applicable legislative requirements. 

Recommendation 

• The municipality is required to evaluate the impact of not deducting unemployment insurance 
payments for councillors. 

• The amount is required to be paid over and adjusted in the financial statements. 

Management response 

It has been established that the municipality was relying on information as supplied by Kwanaloga 
and Department of Labour. Unfortunately the municipality was not aware that the legislation had 
been amended. It would be appreciated if the relevant legislation could be provided to the 
municipality. The necessary adjustments will be made and the arrears collected from Councillors. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 


13. Leave non-compliance 
Audit finding 

• Section 3.1 of the South African Local Government Bargaining Council bears reference, in this 

regard the following weaknesses have been identified during the audit of leave: 

a) A review of the leave payout to L.C. Hlathwayo (S774285) revealed that the employee was 
paid 59 days, which resulted in an overpayment of 11 days. 

b) Mr J. J. Wood (S022083) had a negative leave balance of 0.68 at the end of the leave 
cycle. 

c) Employees leave balances shall only be accumulated to a maximum of 48 days, however 
employees leave balances have exceeded the maximum of 48 days, furthermore leave is 
not encashed or forfeited in these instances. 
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Employee 

Salary Number 

Leave balance in days 

JGS Engelbrecht 

S094005 

68.8 

M Marais 

S097091 

55.48 

F Spangenberg 

S722083 

51.48 


• Furthermore, the following employees have not taken compulsory leave during their leave cycle 
in accordance with the SALBC (16 days): 


Employee 

Salary Number 

Leave days taken 

IR Barnes 

S027081 

3 

VS Clothier 

S024650 

9 

JM Maharaj 

S026255 

Nil 

M Marais 

S097091 

5 

FJ Mthethwa 

S024219 

5 

NJ Mhlongo 

S026128 

15 

BM Nene 

S024523 

11 

F Spangenberg 

S722083 

7 

SA Radebe 

S027122 

5 

JS Pieters 

S092110 

13 


Root cause 

Human resource policies and practices have not been designed and are not implemented to 
facilitate effective management of leave. 

Risk 

• The leave provision as recorded in the financial statements could be misstated, due to non- 
compliance with legislative requirements. 

• Policies and practices may not be aligned to legislative requirements, thus resulting in 
unnecessary disputes. 

Recommendation 

• Policies and practices should be aligned to legislative requirements. 

• Leave should be monitored on monthly basis to ensure that utilisation takes place as intended. 

Management response 

Thank you for bringing this to our attention. However, it must be noted that the Finance 
Department has raised the issue of the implementation of the SALBC agreement, especially in 
respect of leave days in excess of 48 days with the Executive Manager: Corporate Services. An 
arrangement will be made to collect the overpayment of 11 days from the said employee. 
However, it must also be taken into consideration that municipalities were given ‘grace’ to 
implement this section of the leave provisions until December 2006. There will be corrections 
made to leave balances once the final audit of leave is complete, which should be by 30 November 
2008. 

The leave balances were checked by the Human Resources department as it was ascertained that 
the leave balances had been inaccurate for some time, mainly due to the fact that Human 
Resources seemed not to have all the leave forms. The Finance department supplied them with all 
the leave forms maintained on each employee file. Once this procedure was complete, the Finance 
department requested that an independent audit be done of the work completed by Human 
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Resources. PriceWaterhouseCoopers was contracted to carry out this task as they are the internal 
auditors. This process is almost complete but PWC requested that certain categories be re- 
checked. The entire process should be complete by the end of November 2008. 

Staff who have not taken sufficient leave will be requested to take the additional days. 

Staff that have days in excess of 48 days will be instructed to either take the necessary leave or 
they may be permitted to encash the excess leave. 

The leave process is to undergo a change in that all leave requested will be made electronically. 
This will then assist the municipality to ensure that leave balance are correct and omits the errors 
that may occur with a paper based leave application form and physical capture system which may 
lead to interference and/or manipulation of the leave balances. The necessary authorization 
procedures will be set up in the system based on the delegations of all staff. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 

14. Overtime discrepancies 

Audit Finding 

The following discrepancies were noted with regard to overtime: 

• No agreement or prior approval was submitted for the following employees tested for 
overtime during the audit which is contrary to section 10 of the Basic Conditions of 
Employment Act, Act No. 75 of 1997. 


Employee 

Employee Number 

JS Pieters 

S774422 

EE Shabalala 

S096555 

JGS Engelbrecht 

S094005 

DM DIudIu 

S774543 

P Small 

S096555 

SS Buthelezi 

S774528 

DM Ngema 

S027098 

WW Buthelezi 

S012983 

L van Wyk 

S097101 

AL Slabbert 

S020142 


• Upon inspection of employee’s timesheets, hours worked on Sundays and Public Holidays 
have been incorrectly captured on the system, resulting in overpayments of overtime. 


Employee 

Employee Number 

Hours as per 
timesheet 

Hours 

captured 

JS Pieters 

S774422 

5 

8 

EE Shabalala 

S096555 

1 

4 

JGS Engelbrecht 

S094005 

2 

4 

DM DIudIu 

S774543 

47.5 

51 

P Small 

S096555 

2 

4 

SS Buthelezi 

S774528 

32 

45.32 

DM Ngema 

S027098 

37 

41 

AL Slabbert 

S020142 

27 

32 
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• Furthermore, the overtime paid for to the following employees was in excess 30% of the 
employee’s basic salary. 


Salary No. 

Monthly salary 

30% Of monthly salary 

Overtime paid 

S027098 

7 064.17 

2 119.25 

R7 358.52 

S020142 

6 069.19 

1 820.75 

R3 802.27 

S774528 

3 973.37 

1 192.01 

R2 046.29 

S774543 

6 069.19 

1 820.75 

R7 733.04 


• The following employees worked hours in excess of the allowed hours as stipulated in, 
section 10 of the Basic Conditions of Employment Act, Act No. 75 of 1997. 


Employee 

Employee Number 

September 

2007 

Overtime 
hours worked 
per day 

JS Pieters 

S774422 

24/09/2007 

5 

DM DIulu 

S774543 

07/09/2007 

10 

DM Ngema 

S027098 

08/09/2007 

13 

WW Buthelezi 

S012983 

18/09/2007 

9 

AL Slabbert 

S020142 

15/09/2007 

8 


Root cause 

Directive, preventive and detective controls are not adequate and focused on achieving efficient 

resource usage and effectiveness as measured by the extent to which specific control objectives 

are achieved. 

Risk 

• Overtime could be worked without prior approval. 

• Overtime may not be adequately monitored, resulting in abnormal payments, which do not 
comply with legislative provisions. 

• The municipality could be understaffed resulting in the existing workforce being overworked, 
which could result in low staff morale. 

Recommendation 

• Overtime payments should be strictly monitored to ensure that payments made do not exceed 
30% of the employees’ basic salary. 

• Controls must be place to ensure that hours worked as per timesheet agree with the hours 
captured and paid for in the system. 

• Stringent controls should be put in place to ensure that employees’ do not exceed the 
stipulated overtime working hours. 

Management response 

• New measures have been implemented whereby the employee who requires to work overtime 
must submit a written request prior to working the overtime which must be signed by the 
Supervisor and/or head of department. Management will ensure that this will not re-occur. 

• It has come to our attention that the calculation of overtime has been made using some 
outdated legislation. This will be rectified immediately and new processes will be put in place to 
calculate it in terms of the Bargaining Council Agreement. A review of all overtime paid from 

1 July 2008 will be carried out and the necessary corrections will be effected. 

• Unfortunately due to staff shortages within the municipality, certain staffs were required to work 
overtime in excess of the required limits. Every effort is being made to address these staff 
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shortages which will reduce the need for those employees to work overtime. Further, it must be 
noted that when there is for example a electricity breakdown, it may be necessary to work 

throughout the nigh to correct the problem. These are circumstances which are beyond the 

control of the municipality and cognizance must be taken thereof. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 

15. Policies not in place 

Audit finding 

Upon request for the policies and procedures for the municipality, it was noted that the municipality 
did not have the following approved policies: 

• Back up policy 

• Skills retention policy 

• Human resources policy 


Root cause 

Human resource policies and practices have not been designed and are not implemented to 
facilitate effective orientation, training and retention of personnel. 

Risk 

• The service delivery may be adversely affected. 

• The department may lose suitable employees. 

Recommendation 

The necessary human resource policies and procedures must be formulated, approved and 
implemented by the department. 

Management response 

There are back-up procedures being carried out. There is no back-up policy in place and same 
should be part of both Disaster Management Policy and It Policy which have not yet been finalised. 
These will be finalised during the 2008/2009 financial year. 

The Skills Retention Policy will be drafted and included in the HR Policy Manual which is in the 
process of being developed. 

The Human Resources Policy Manual is still being compiled which will include the Skills retention 
policy, which will have to be submitted for consultation prior to approval by Council 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 
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16. Policies and procedure on performance 
Audit finding 

The municipality did not have documented and approved internal policies and procedures to 
address the process of collection, recording, processing and reporting of performance information 
during 2007-2008 financial year. 

Root cause 

Policies and procedures related to reliable non-financial reporting were not established to ensure 
that performance information is collected, monitored and reported in a consistent manner. 

Risk 

Inconsistencies in data gathering for reporting purposes could compromise the accuracy, 
completeness, and occurrence of performance information. 

Recommendation 

Policies and procedures for the collection, monitoring and reporting of performance 
information should be documented, approved and adopted. 

Management response 

The municipality will implement documented and approved internal policies and procedures to 
address the process of collection, recording, processing and reporting of performance information 
during 2008-2009 financial year. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 

17. Leave approved after taken 
Audit finding 

The following employee leave days taken was approved after being taken: 


Employee 

Salary 

Number 

Leave Date 

Approval Date 

JJ Wood 

S022083 

01/08/07-02/08/07 

30/09/2007 

FJ Mthethwa 

S024219 

28/09/07 

12/10/2007 

TS Mabaso 

S013591 

25/02/08-26/02/08 

28/02/2008 

ML Hlophe 

S190448 

10/12/07-11/12/07 

12/12/2007 

JGS Engelbrecht 

S094005 

02/05/2007 

08/05/2007 

LM Tupper 

S093106 

28/03/07-30/03/07 

03/04/2007 

M Marais 

S097091 

17/01/07-18/01/07 

25/01/07 

RL Opperman 

S026199 

03/07/07-06/07/07 

17/07/2007 


Root cause 

Pertinent information is not identified, captured and used at all levels of the entity and distributed in 
a form and time frame that supports the achievement of financial reporting objectives. 
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Risk 


Employee could be taking leave without having accrued leave balances, which could result in 
financial loss for the municipality. 

Recommendation 

• Employees can only take leave after the proper approval has been granted. 

• Exceptional cases should be noted on the leave form on the day of approval. 

Management response 

This matter will be addressed at a senior management level as it is unsure why leave forms were 
post-dated. There are certain emergency circumstances where an employee must take leave, but 
can only complete a leave form on their return to work. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 

18. Inventory discrepancies 

Audit finding 

• The inventory issues note number 013204, dated 15/04/2008 was not adequately completed in 
that the Store controller and the recipient did not sign as evidence that inventory has been 
issued and accepted. 

• A difference of R139 803 was noted when comparing inventory as per the annual financial 
statements (AFS) amounting to R4 846 080 and inventory as per the listing amounting to 
R4 985 883 

• By inspection of the insurance contract between the municipality and INDWE Risk Services, it 
was noted that the municipality did not have appropriate insurance cover over its inventory. 

• Upon request for the periodic reconciliation for inventory, it was noted that no reconciliation had 
been performed. 

• By inspection of the fuel, oil and diesel register, it was noted that the controls pertaining to 
these registers were inadequate as the following information is not recorded: 

a) No receipts and issues of fuel were noted. 

b) No reconciliations performed between fuel received and issued. 

c) No proof of supervisory reviews of the register. 

• By observation of stock count, slow moving stock was identified, however these items were not 
provided for in the provision for stock obsolescence. 


stock Number 

Description 

Quantity 

Average Unit 
Price 

Total Value 

R004797 

Stationery Window Envelopes 

45 000 

R0.19 

R8 977.50 

R004388 

Water and Electricity accounts 

140 000 

R0.08 

Rll 200.00 


Total 



R20 177.50 


Root cause 

• The insurance policies have not been reviewed to ensure that inventory is properly covered 
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• Reconciliations were not performed in terms of policies, procedures and guidelines to ensure 
that adequate audit trails were maintained in accordance with management requirements. 

Risk 

• Transactions and events may not be processed and reconciled in accordance with 
management’s directives and decisions, thus leading to inefficiencies in the manner in which 
the entire operations are run. 

• Undue losses may be incurred by the municipality 

Recommendation 

• Reconciliations should be performed in the major financial cycles to promote the entire well- 
being of the entity. 

• Inventory should be insured at the market values by the insurance company. 

Management response 

This matter will be brought ti the attention of the Manager: Supply Chain who will amend the 
procedures and will ensure that the Stores Controller complies therewith. 

This matter was brought to the attention of the Munsoft programmers who advised that the main 
difference was due to the fact that a Stores purchase was made and transferred to creditors at 
year-end, which then updated the Value in the Stores inventory. The goods were only paid for 
during August 2007 which resulted in the Stores ledger vote being understated. 

Thank you for brining this to our attention. Indwe Risk Services have been contacted with a view to 
insuring the value of the Stores with immediate effect. 

A monthly reconciliation will be performed which will be reviewed by a senior staff member. This 
will be implemented with effect from 01 July 2008. 

This recommendation will be implemented will be implemented with immediate effect. 

The Stationery - window envelopes can be used as an alternative to using the current closed 
envelopes. The departments will be advised to requisition these envelopes until they are used. 

The Stores misinformed the Income section in respect of the balance of the statements in stores. 
Based on the amount they had been given they had calculated that all stock would be fully utilised 
before the municipality went over to the outsourced printing. A plan will be made to use the 
balance of the statements for sundry debtor billing. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 


19. Statutory funds, provision and reserves 
Audit finding 

According to the financial statements, the aggregate net amount of statutory funds, provisions and 
reserves totalling RllO 403 073 were not supported by investments/cash at 30 June 2008. In this 
regard, external investments/cash were reflected at R60 428 934 in the balance sheet, representing a 
shortfall of R49 974 139. 
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Root cause 


Policies related to reliable financial reporting are not established and communicated throughout the 
entity, and do not have corresponding procedures that result in management directives being 
carried out. 

Risk 

The amount recorded in the financial statement is not supported by sufficient and appropriate audit 
evidence, which leads to misstatement thereof. 

Recommendation 

Evidence supporting these funds and reserves balance should be submitted for audit purposes 


Management response 

This is a historical problem in all municipalities who have not yet converted to GRAP in that internal 
funds were not fully cash backed. When the conversion to GRAP takes place this shortfall will no 
longer exist. It must be noted that if the value of the Public Improvement Fund is taken in 
consideration as well as the internal advances, that the assets will almost cover the statutory funds 
and reserves. 

Name: M. Pearson 

Position: CFO 

Date: 31 October 2008 
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